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ANNUAL TOWN MEETING

PLAN TO ARRIVE EARLY

All Town Meeting attendees must be checked into the meeting in the lobby of the Collins Center for the Performing Arts
each night. Voters must check in at their precinct table. Visit the Town website at www.andoverma.gov and search for
your precinct under the “E-Services” tab, then click “Precinct Search.” To avoid delays at check in, please check your
precinct prior to Town Meeting,

Voters: Only voters who registered by the deadline (April 14®) will be allowed to vote at this Town Meeting. Voters will
receive a sticker that must be worn in a visible location on their person to vote.

Non-Voters: Non-voters may attend Town Meeting and will be seated in a special section. Non-voters must check in at the
Town Clerk’s table in the lobby to register before being seated. Please be aware that non-voters will not be seated until after
7:00 P.M. when they are voted admittance by the Meeting,

Overflow Seating: If meeting attendance exceeds the capacity of the Collins Center, voters and non-voters may be directed to
sit in the High School cafeteria. The cafeteria is linked by video and audio feed to the Collins Center. Participants in both areas
will be able to speak to the meeting and vote.

Children: Children may enter the meeting as non-voters. See above. Parents must attend small children during the meeting and
sit with them in the designated non-voter section. Voters (with visible stickers) may vote from the non-voter section. Please
notify the section counter if you are a voting member. No children or non-voters may sit in the registered voter sections.

Parking: There are four parking lots available:
1. Collins Center Lot
2. Main Lot at the High School
3. West Middle School Lot
4. Lot beside the Field House

Transportation: A shuttle bus will run from the parking lot on Red Spring Road and will make a loop through the West
Middle School parking lot on nights one and two. Shuttle service will start at 6:15 P.M.

Handicap Parking: Handicap parking can be found on the side of the Collins Center as well as other areas of the parking lots.
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Town Meeting
Entrance

]
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TOWN OF ANDOVER

Town Offices
36 Bartlet Street
Andover, MA 01810
978-623-8225
www.andoverma.gov

April 8, 2015

To the Citizens of Andover:

The Finance Committee’s duty is to recommend to Andover’s voters the amounts to be
appropriated at the 2015 Annual Town Meeting. It is challenging to properly allocate finite
resources in a way that balances competing community needs. Residents expect their property taxes
to adequately maintain our schools, services and infrastructure, while keeping annual increases in
their tax bills affordable.

The goal of this report is to provide you, the Town Meeting voters, with complete, accurate
information so that you are able to approve a fiscally responsible, sustainable budget.

The proposed budget estimates a 2.78% increase for School and Town operating budgets in FY2016.

While total estimated revenues increased by 4.90% to $172,247,746, rising costs for debt service,
health insurance, retirement and unfunded liabilities limited the remaining appropriation available
for the departmental operating budgets. We expect growth of these obligations to continue to
outpace growth in our revenues. Therefore, departmental operating budgets will grow at a slower
rate.

Anticipated Revenues

Taxing below the Levy Limit: For the second consecutive year, the Board of Selectmen directed
the Town Manager to prepare a budget that did not tax to the full levy limit. If approved, the
proposed FY2016 budget will result in unused levy capacity of $1,663,216, and the average tax bill
will increase by 3.6%, or $311. By comparison, taxing to the full amount allowed under Proposition
2 Y2 would have increased the average property tax bill by 5%, or $429.

New Growth: The Town of Andover is fortunate to have experienced significant increases in New
Growth, primarily resulting from increased collection of personal property taxes from our
commercial and industrial community, FY2016 revenues from New Growth are budgeted at
$1,800,000.

Free Cash: Andover’s certified Free Cash balance was $5,761,265 as of July 1, 2014, the highest
balance in Free Cash in six years. As Free Cash accumulates, it is available for transfer to
stabilization funds, or to spend on capital projects or other one-time expenditures. Free Cash should
not be used for ongoing operating expenses, as this results in unsustainable budgets.



The Finance Committee recommends approval of the proposed transfers from Free Cash to the Other
Post-Employment Benefits (OPEB) Trust Fund (Article 21), the Ledge Road Landfill Stabilization
Fund (Article 22), and the Bond Premium Stabilization Fund (Article 23). Approval is also
recommended for several proposed one-time capital improvements, as well as supplemental funding
of approximately $1,000,000 to cover this winter's snow removal deficit.

If the Finance Committee's recommendations are approved by the voters, the Free Cash balance after
Town Meeting will be approximately $940,182. This amount is consistent with the remaining
balance of Free Cash after Town Meeting in prior years.

Unfunded Liabilities

Pensions: Andover’s unfunded pension liability increased from $96,841,825 on January 1, 2012 to
$110,577,078 as of January 1, 2014. By law, the Andover Retirement Board must adopt a schedule to
fully fund the Town’s share of pension costs by 2040. At the Town Manager’s request, the Andover
Retirement Board this year adopted an accelerated schedule, fully funding our retirement liability by
2032. According to the Retirement Board, the total savings to taxpayers as a result of this new
schedule is expected to be approximately $82 million. The new schedule also provides the Town
with more flexibility in the event investment returns do not meet projections. The appropriation for
FY2016 will be $7,946,015, an increase of $1,533,899 (24%) over FY2015, with annual increases
of 8% thereafter. The approved funding schedule for Andover's Retirement System can be found in
the pages following Article 4.

Other Post-Employment Benefits (OPEB): Our current unfunded OPEB liability is approximately
$153 million and is primarily the cost of retirees’ health care. Last November, Andover’s OPEB
subcommittee released its report, which identified twelve (12) recommended actions which the
Town could use to reduce its liability.

Funding for the OPEB Trust Fund is included in the operating budget in Article 4 in the amount of
$500,000. Additional funding from Free Cash is proposed in Article 21 in the amount of $1,248,316
or 25% of Free Cash. The Finance Committee recommends approval of Article 21, which is
consistent with the Town Manager’s proposed funding plan for OPEB. Going forward, the Finance
Committee further recommends that amounts over the 25% should be contributed whenever
possible.

At its April 6™ meeting, the Board of Selectmen voted to recommend an appropriation of
$1,248,316 into the General Stabilization Fund and $0 in the OPEB Trust Fund from Free Cash.
More information about this vote and its possible consequences will be discussed at Town Meeting.

For more information, see the section on “Employee Retirement Benefits” later in this report.

True Total Compensation Costs

Andover is fortunate to have exceptional employees. They deserve to be appreciated as well as fairly
compensated. And yet at the same time, true total compensation costs are growing faster than our
revenues. Total compensation includes annual salary increases plus benefits, now and in the future.

Salary increases, in a typical collective bargaining agreement, for cost of living adjustment (COLA)
might be 1.5% to 2%. In addition to COLA, bargaining agreements may also contain increases in
pay for many more categories, including step, track, longevity, stipends, shift differentials, overtime
and bonuses. Depending on the specific collective bargaining agreement, COLA may account for
only a small portion of the overall annual increase in compensation.
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Total compensation also includes benefits while actively employed. These vary by unit, but might
include health insurance, paid holidays, paid vacation, paid personal leave, paid professional leave,
paid bereavement leave, paid sick leave, educational reimbursements and clothing reimbursements.

!
Total compensation also includes benefits during retirement. These include health insurance,
pension and life insurance.

The Town must address the growth of compensation as future collective bargaining agreements are
negotiated. If growth in total compensation is not slowed, the tradeoff will be future employee
layoffs or decreases in essential Town services. All eight (8) School bargaining contracts are due to
expire 6/30/2017 or 8/31/2017. All seven (7) Town contracts expired on 6/30/2014 and are currently
undergoing negotiation.

In keeping with the need to slow the increase in employee compensation, the Board of Selectmen’s
recent votes on the FY2016 operating budget (Article 4) reduced their appropriation for personal
services by 1.2 Full Time Equivalents (FTEs) and instead increased the amount budgeted for
contracted services. This resulted in a net decrease of $13,179 from the budget approved by the
Finance Committee. Details of the Selectmen’s vote are on the page entitled “The Budget” in this
report.

Health Insurance

The Town is currently considering adopting a self-funded health insurance plan, rather than
accepting the only renewal bid received for health insurance for FY2016. That one bid was from our
present insurer, Massachusetts Interlocal Insurance Association, Inc. (MIIA), and offered us renewal
coverage for FY2016 for $17,770,000, a 10.9% premium increase. The self-funded plan is estimated
to cost $17,052,416, and is currently being reviewed by the Selectmen. They have not yet voted a
recommendation, nor has the Finance Committee.

As this report went to the printer, the Finance Committee was waiting for additional information
regarding the financial risk to the Town under the self-funded plan. We will make our
recommendation at Town Meeting on this line item, shown in Article 4 on line 23, Health Insurance
Fund.

Funding for Capital Projects

In making a request for funding a capital project, determination of the total short and long term cost
is essential to the process. This often requires that an initial appropriation to cover design and
engineering costs be obtained a year prior to bringing a request for construction funding to Town
Meeting. In addition, the definition of the need and the urgency of the project, as well as the
scheduling of debt service must be clearly explained.

Non-Exempt Debt: Non-exempt debt is general fund borrowing that is funded within Andover’s
Proposition 2 ¥ Levy Limit. This year’s request is $4,937,000 and includes the following major
items:



a) Major Town Projects (Article 49) $1,200,000
Each year the Town appropriates money to maintain Town buildings. This annual
appropriation is needed to maintain our Town’s infrastructure. The Finance Committee
recommends approval of this article.

b) Major School Projects (Article 42) $455,000
Each year the Town appropriates money to maintain School buildings. This annual
appropriation is needed to maintain our School’s infrastructure. The Finance Committee
recommends approval of this article.

c) Safety and Security Communications Enhancements (Article 41) $600,000
This article is an investment in our Town and School building communication systems to
keep our students and employees safe. The Finance Committee recommends approval of
this article.

d) AHS Library/Media Center (Article 25) $1,950,000
This article would fund the design and construction to renovate the High School library
into a new Media Center. The Finance Committee recommended disapproval of this
article because there were too many unknowns about the full cost of the project.

Exempt Debt: There are no new exempt debt projects proposed this year. However, there are large
infrastructure projects and capital improvements looming in our near future. Among these are the
Town Yard, the Ballardvale Fire Station and the Early Education Center.

The School Department

The Town Manager’s budget allocates $72,873,529 to the School Department for FY2016, an
increase of $1,969,077 or 2.78% more than last year’s budget. The Finance Committee and the
Board of Selectmen have voted to recommend approval of that amount for the School Department

budget. As this report goes to the printer, the School Committee has not yet voted to approve its
FY2016 budget.

The proposed increase for the School Department budget is not enough to fund the salary increases
agreed to in last year’s collective bargaining contracts. The current Andover Public School
preliminary budget shows the impact of not just COLA, but step increases, track and longevity.
These contracts obligate the School Department to pay $2,437,375 more in FY2016 than was paid in
FY2015, just to keep all of the current employees. This is more than the entire increase available to
the School Department for FY2016. A page with details on enrollment history and salary increases
is included in the Article 4 budget detail pages later in this report.

Late Breaking Information

Many of the numbers used in preparing this report are still changing as additional financial
information becomes available to us. Between the time this report goes to press and May 4
additional information about the School Department and Health Insurance budgets will be
available. The Finance Committee, School Committee and Board of Selectmen will work diligently
to have a balanced budget available for voters at Town Meeting, where final board and committee
recommendations will be announced.



A Closing Note

As we end this letter to our voters, the Finance Committee would like to recognize our Town
Manager, “Buzz” Stapczynski, for his 25 years of dedicated service to the Town of Andover. Our
Committee has relied upon Buzz to provide us with a constant flow of timely financial and
operational information so that we may fulfill our responsibility to voters at Town Meeting. It has
been our pleasure to work closely with him.

Town Meeting

Please join us at Town Meeting beginning on May 4™ at 7:00 P.M., and continuing on May 5% at
7:00 P.M. in the J. Everett Collins Center Auditorium at the Andover High School. Town Meeting
will continue May 11™ and May 12" if necessary. Your participation is important!

The Finance Committee

S. Jon Stumpf, Chairman

Joanne F. Marden Eugenie M. Moffitt
Margaret N. Kruse John J. Barry, Jr.
Linn N. Anderson Bonita J. Zahorik

Gregory A. Serrao
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FINANCE COMMITTEE RECOMMENDATIONS
2015 ATM FINANCIAL ARTICLES

FINANCE COMMITTEE
ARTICLE TAX LEVY/ FREE CASH/ TRANS./ RECOMMENDATIONS

ARTICLE / TITLE AMOUNT  GEN. FUND STAB, FUND BONDING OTHER NOTES
4 FY-2016 Budget $162,161,804 $159,458,366 $2,703,438 Approved
S FY-2015 Capital Projects Fund Appropriation $2,450,000  $2,450,000 Approved
6 Budget Transfers TBD T8D
7 Supplemental Budget Appropriations TBD TBD
8 Stabilization Fund S0 Approved
9 Free Cash $0 Approved
15 Jerry Silverman Fireworks $14,000 $14,000 Approved
16 Town Meeting Electronic Voting $35,000 $35,000 Approved
18 Elderly/Disabled Transportation Program 512,000 $12,000 Approved
19 Support for Civic Events $5,000 $5,000 Approved
20 Spring Grove Cemetery Maintenance 56,000 $6,000 Approved
21 Free Cash to OPEB Fund $1,248,316 $1,248,316 Approved
22 Free Cash Ledge Road Landfill Stabilization Fund $1,000,000 $1,000,000 Approved
23 Free Cash to Bond Premium Stabilization Fund $768,000 $768,000 Approved
24 Stabilization Fund Bond Premium $200,000 $200,000 Approved
25 High School Library/Media Center Renovation $1,950,000 $1,824,917 $125,083 Disapproved
26 High School Library/Media Center Renovation $1,950,000 91,824,917 $125,083 Disapproved
29 Public Safety Communications Upgrade $150,000 $150,000 Approved
30 Highway Vehicles $175,000 $175,000 Approved
31 Town & School Energy Initiatives $337,000 $337,000 Approved
36 Office Space Feasibility Study-Shawsheen School $130,000 $130,000 Disapproved
37 Andover High School Track Replacement $250,000 $142,767 $107,233 Approved
38 Safety and Security Communications Upgrade $600,000 $600,000 Approved
39 School Building Maintenance and Renovation $455,000 $455,000 Approved
40 School Site Improvements-West Elementary School $319,000.00 $319,000 Approved
41 Annual PC Workstation & Laptop Replacement Program $402,393 $111,360 $291,033 . ' Approved
44 Minor Storm Drain Improvements $300,000 $300,000 Approved
46 Town Building & Facllity Maintenance $1,200,000 $1,200,000 Approved
48 Deyermond Park Ball Field Lighting $200,000 $200,000 Disapproved
S5 Water & Sewer Vehicles $55,000 $55,000 Approved
56 Water Main Replacement Projects $1,700,000 $1,700,000 Approved
57 Water Treatment Plant GAC Replacement $500,000 $500,000 Approved
58 Water Treatment Maintenance $300,000 $300,000 Approved
60 Finish Charles Circle for Street Acceptance $80,000 $80,000 Disapproved
62 Sidewalk Construction River St $301,000 $301,000 Disapproved



If the Recommended FY2016 Budgets are approved,
Each $1,000 of Your Property Tax Dollars will buy:

School Department Operating Budget

Health Insurance
Current Town and School employees and retirees

Public Safety
Police and Fire

Municipal Services
Highway, Snow Removal, Solid Waste, Street Lighting,
Building and Grounds Maintenance, Cemetery, Vehicle
Maintenance, Capital Project Management, Engineering, etc.

General Government
Town Administration, Town Clerk, Information Technology

Community Development and Planning, Veterans Services etc.

Compensation and Reserve Funds
Retirement Fund

Non-Exempt Debt Service
Principal and Interest for previously approved projects
funded within the Proposition 2 %2 levy limit

Exempt Debt
Bancroft, Public Safety Center, other school building projects
funded outside the Proposition 2 ¥2 Levy Limit

Other
State Assessments, Overlay, Vocational School Assessment,

Insurance, OPEB, Unemployment, and Warrant Articles funded

from Taxation
Library

CIP Article 5
Capital Projects

Community/Youth/Elder Services
Total

489

113

94

69

56

52

33

29

23

18

16

$1,000



SOURCES OF FUNDS - FY2016

Gen. Local
Revenues

Enterprise Funds

Property Taxes

Property Taxes
Enterprise Funds

Gen. Local Revenues
State Aid

Free Cash

Offset Local Revenues
Other Available Funds

Sta_te.Ald

Offset Local

Free Cash Revenues

Other Available
Funds

FY16 REVENUES - 4/1/15

$127,259,287 73.9%
$12,544,750 7.3%
$10,405,050 6.0%
$12,744,259  7.4%

$4,821,083  2.8%
$2,113,000 1.2%

$2,360,317 1.4%
$172,247,746 100.0%
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USES OF FUNDS - FY2016

Warrant Articles
Capital Projects

Other Obligations

‘ g ~ Town Departments
Water & Sewer

Retirement

Debt Service

Fixed Costs
. School Department
FY16 EXPENSES - 4/1/15
Town Departments $39,716,479 23.1%
School Department $72,873,529 42.3%
Health Insurance $17,052,416 9.9%
Debt Service §15,443,134 9.0%
Retirement $7,946,015 4.6%
Water & Sewer $7,229,676 4.2%
Other Obligations $3,386,021 2.0%
Capital Projects $2,450,000 1.4%
Warrant Articles 56,150,476  3.6%

$172,247,746 100.0%
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TAX BILL HISTORY AND PROJECTION

AVERAGE SINGLE FAMILY ASSESSED VALUE AND TAX BILL

Average Single Average Single Dollar Tax % Tax Within Tax Due To

Fiscal Tax Family Assessed Valug Family Tax Bill Increase Increase 21/2Limit  Debt Exclusions
Year Rate

FY2015 | 14.97 577,689 8,648 © 305 3.5% 8,334 314
FY2014 | 15.18 549,622 8,343 376 4.7% 8,111 232
FY2013 | 14.51 549,070 7,967 181 2.3% 7,800 167
FY2012 | 14.15 550,129 7,786 306 4.1% 7,575 211
FY2011 | 14.12 529,775 7,480 241 3.3% 7,276 204
FY2010 | 13.19 548,860 7,239 185 2.6% 7,022 217
FY2009 [ 12.16 580,087 7,054 255 3.8% 6,825 229
FY2008 | 11.69 581,568 6,799 141 2.1% 6,589 210
FY2007 | 11.25 591,800 6,658 258 4.0% 6,429 229
FY2006 | 11.40 561,360 6,400 392 6.5% 6,173 227
FY2005 | 11.51 522,000 6,008 298 5.2% 5,763 245
FY2004 | 11.47 497,800 5,710 220 4.5% 5,428 282
FY2003 | 11.63 470,000 5,466 480 9.6% 5,211 255
FY2002 | 14.13 352,852 4,986 266 5.6%. 4,784 202
FY2001 | 14.92 316,370 4,720 123 2.7% 4,579 141
FY2000 | 14.65 313,800 4,597 2717 6.4% 4,471 126
At $1,663,000
At Levy Limit Below Limit
Projected Projected
AtLevyLimit TaxDueto Average Average
Projected Tax ~ Debt Single Family Single Family
Fiscal Year Within21/2  Exclusions Tax Bill % Increase Tax Bill, % Increase
FY2016 8,773 304 9,077 5.0% 8,959 3.6%
FY2017 9,080 254 9,334 2.8% 9,282 3.6%
FY2018 9,397 279 9,677 3.7% 9,616 3.6%

There are many variables affecting property tax rates and residential property tax bills, This
table shows what happens if the average residential property tax bill required to fund Town and
School budgets within Proposition 2 %2 escalates at 3 ¥2% per year — a reasonable estimate based on
historical trends. If the budgets and warrant articles to be voted by this year’s Town Meeting require
taxing to Andover’s Proposition 2 ¥ levy limit, a 5.0% increase would be projected. This includes
the additional taxes to pay for approved Debt Exclusions. The larger than average increase would be
due to taxing to the levy limit after a year with $2 Million in excess levy capacity.

The Board of Selectmen, responding to concerns about increased spending and higher
tax bills, requested that the Town Manager submit a FY2016 budget that would result in no
more than a 3.6% increase in property tax bills. Restricting the increase in property tax bills to
3.6% (the historical average) for FY2016 yields a budget with an excess levy capacity of
approximately $1,663,000. The table also shows the impact of limiting the increase in property tax
bills to 3.6% for FY2017 and FY2018.
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TAX BILL HISTORY AND PROJECTION

To give taxpayers reasonable estimates of how the decisions on the budgets and warrant
articles will affect their tax bills, several critical variables are held constant, basically calculating the
impact on future years’ tax bills by using the real numbers from FY2015. We have no reliable way
of predicting the impact of any shift in the tax burden due to either the revaluation of property or the
Board of Selectmen’s annual vote on tax classification.

Because the work of the Board of Assessors establishing property values is not complete
until fall, because new growth cannot be certified until valuations are complete, and because the
Board of Selectmen does not vote on tax classification until November, it is not possible to calculate
the impact of Town Meeting decisions on individual tax bills prior to Town Meeting. Projecting a
percentage increase gives voters the ability to estimate the impact on their individual property tax
bills by simply multiplying the projected percentage increase by their current year’s (FY2015)
property tax bill.

For Example:
If your property has an assessed value of $500,000

Your FY2015 property tax bill is $7,485 (500 X $14.97 per thousand tax rate)
Multiply by .050 to estimate your FY2016 tax increase of $374 if Andover taxes to its Proposition 2 ¥ levy limit,

Multiply by .036 to estimate your FY2016 tax increase of $269 if Andover stays $1,663,000 below its levy limit.

Projecting the Property Tax Bill Impact of Warrant Articles
Funded with General Fund Borrowing from Taxation

Most financial articles have Financial Impact boxes explaining the proposed financing of the
expenditure. For the articles funded with general fund borrowing, the current plans for managing
the debt are summarized. The projects listed below to be voted at this year’s Town Meeting will
be funded within the revenues available to the Town of Andover within Proposition 2 V3,
There is no increase in the total amount that can be taxed if any or all of these articles pass.
They do not increase future tax bills. They do become fixed costs in future budgets.

The calculation of the cost to the owner of the average valued residential property is
included to provide some sense of the size of the proposed expenditure in relation to current budgets
and tax bills. The actual FY2015 property tax levy and actual FY2015 average residential property
tax bill were used to calculate the cost of each article to the taxpayer, basically showing the amount
within the average tax bill that would have been needed to pay for the debt service this year, if the
project had been approved by a prior Town Meeting. This table summarizes the information in the

Financial Impact boxes.
Article Project Total Authorized Length of Annual Debt Tax $
No. Bond Issue Service Needed
25 High School Library/Media Center 1,824,917 20 years 155,118 $11
38 Safety and Security Communications 600,000 3 years 141,000 $10
39 | School Building Maintenance 455,000 10 years 61,425 $4
40 School Site Improvement- West Elem 319,000 5 years 74,965 $5
44 Minor Storm Drain Improvements 300,000 10 years 40,500 $3
45 Woburn Street Sidewalk 113,000 5 years 26,555 $2
46 Town Building Maintenance 1,200,000 15 years 122,000 $9
48 Deyermond Ball Park Lighting 200,000 10 years 27,000 $2
62 River Street Sidewalk 301,000 5 years 32,500 $2
Total $5,312,917 $681,063 $48
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Employee Retirement Benefits

Pensions and OPEB

Andover’s Contributory Retirement System provides pension, disability and death
benefits to plan members and beneficiaries. Substantially all employees are members of the
plan with the exception of public school teachers and certain School Department
administrators who are members of the Massachusetts Teachers Retirement System.
Members are required to contribute a fixed percentage of their annual covered
compensation to the System. The Town is required to pay its share of pension costs based
on an actuarially-based funding schedule adopted by the Andover Retirement Board and
approved by PERAC, a state agency.

The FY2016 Retirement appropriation (Article 4, line 22) is based on a funding schedule
with appropriation increases of 8% per year and a fully funded target date of 2032. The
funding schedule can be found on page 42 in this report. The full actuarial report prepared
by the Segal Group, Inc. is available on the Town of Andover's website,
www.andoverma.gov. '

Steps Andover is taking to
address the pension liability: In
addition to the mandatory
appropriation increase of 8% per 150,000,000 -

year, an additional $1,000,000 is -~<
100,000,000 - e — o

Total Pension Liability (UAL)
with and without extra $1M in FY16

being appropriated to the (N
Retirement (Pension) Fund this \ S

year per a vote of the Retirement 50,000,000 -~ > N
Board. This substantially \ \
decreases the amount of the 0 .
Town’s pension liability as shown FY15 FY18 FY21 FY24 FY27 FY30 FY33 FY36 FY39
in this graph. e with extra §IM N FY16 == = w/o extra $1M in FY16

OPEB (Other Post Employment Benefits) refers to benefits retirees receive in addition to
their pensions, primarily health insurance. Government accounting regulations require all
government entities to report their OPEB liabilities on their annual financial statements. A
town’s OPEB liability is the amount that would have to be set aside today to pay those
projected benefits over time. In addition to financial planning for future Town and School
budgets, quantifying the value of future retirement benefits is critical to understanding the
true cost of employee compensation.

Andover’s most recent OPEB actuarial valuation (as of June 30, 2013) was prepared by The
Segal Group, Inc. The full report can be found on the Town of Andover’s website,
www.andoverma.gov. The report identifies an unfunded actuarial liability of approximately
$153 million and shows possible funding schedules.
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Steps Andover is taking to address the OPEB liability: While there is currently no
requirement to prefund OPEB, Andover’s 2010 Town Meeting voted to establish an OPEB
trust fund and appropriated $250,000 from Free Cash and Water and Sewer Reserves.
Additional appropriations were voted in 2011, 2013 and 2014. The current OPEB Trust
Fund balance is approximately $3.4 million. The voters at this year’s Town Meeting will be
asked to approve $1,248,000 from Free Cash in Article 21, an appropriation of $500,000 for
OPEB in the Article 4, line 24, and a $290,000 appropriation in the Water and Sewer
budgets (also Article 4, lines 15 & 17.) This is in keeping with the plan, developed last year,
to allocate to the OPEB Trust Fund annually (a) an amount within the Operating Budget
(Article 4) that increases by $100,000 each year, and (b) 25% of Free Cash (Article 21.) In
addition, the Water and Sewer budgets include funding their ARC (Annual Required
Contribution.)

Any reduction in health insurance costs reduces the Town’s OPEB liability. Andover is
currently exploring options to reduce its OPEB liability including measures to limit the
number of employees eligible for this benefit, changing health insurance plan design, and
moving to a self- funded program.

There are significant differences in the OPEB and pension obligations.

e (ities and Towns are required to have an actuarially-based funding schedule for
their pension plans which must be approved by the local Retirement Board and
PERAC. State law mandates Town funding of the amount approved by the
Retirement Board. There is currently no requirement to prefund OPEB.

e Employees contribute significantly to the funding of their pensions, but they do not
pay anything toward the OPEB obligation. However, they do pay a portion of the
health insurance premiums when they receive health benefits in retirement.

e Pension costs are directly related to salary costs. OPEB costs are directly related to
the cost of employee health insurance.

Pension and OPEB liabilities will be affected by new accounting standards.

The present values of the unfunded liabilities for both pensions and OPEB are calculated
with discount rates projecting the expected long-term rate of return on plan assets.
Actuaries base proposed funding schedules on discount rates generally accepted in their
industry, but recent economic trends have led to widespread criticism of those rates. Many
believe that the discount rates (Andover uses 7.75%) are way too high, and that the
Pension and OPEB liabilities are, in reality, much larger than currently estimated.

GASB (Government Accounting Standards Board) has issued new accounting and reporting
requirements for pensions {(GASB #67 and #68) that will significantly impact the Town'’s
financial statements. GASB is expected to issue additional standards making similar
changes for OPEB. In addition to requiring that the plan assets and liabilities be reported on
the Town’s balance sheet, there are substantial changes affecting how actuaries will
determine discount rates and funding schedules. When the discount rate decreases, the
unfunded liability increases, and the Town’s annual contribution must increase in order to
meet the full funding date.
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PROPOSITION 2% AND ANDOVER
WHAT IS PROPOSITION 2442

The Property Tax Levy is the total amount a community raises in real and personal property taxes. The
levy is calculated by taking the total amount that the town is authorized to spend during the fiscal year (the sum
of all appropriation votes of Town Meeting plus any state or county assessments or other bills the town must
pay not requiring Town Meeting approval) and subtracting anticipated state and local revenues.

The Levy Limit is a restriction placed on the Tax Levy by a state law known as Proposition 214 The
town's Levy Limit is automatically increased 2%% each year. In addition, a community is allowed to increase
its levy limit to reflect growth of its tax base due to development (New Growth).

Proposition 2% limits the total a town is allowed to raise from property taxes. It is important to understand that
the Levy Limit gets the 234% increase. The Town's total revenues, the budgets, the tax rate, and the individual's
property tax bill can all increase by different percentages in the same fiscal year and still be within Proposition
2%,

A community does not have to tax up to its levy limit, but it cannot exceed its levy limit unless
voters approve an override or exclusion. Andover has been in full compliance with Proposition 2%
since its enactment. The budgets adopted by Town Meeting required property tax levies which were lower than
the maximum allowed under the law. The difference between the maximum allowed by Proposition 2 2 and
the actual tax levy is known as the excess levy capacity.

If Town Meeting votes to spend more than the Town can expect to collect in revenues, Proposition 234 provides
local options for increasing the Levy Limit by passing, by majority vote in an election, an override, capital
outlay exclusion, or debt exclusion. The Levy Limit can be increased only by popular vote in a
referendum, not by Town Meeting. The State enforces Proposition 23 by not allowing a Town to set its
tax rate until it can prove that it has a balanced budget.

By passing an Qverride a community can approve a specific amount of property taxes to increase to its Levy
Limit. The ballot question can specify the use of these additional revenues for the first year. An override
results in a permanent increase in the Levy Limit. It is intended for funding ongoing programs.

By passing a Debt Exclusion a community can assess additional taxes to pay the debt service (principal and
interest costs) for a specific capital project. The additional amount is added to the Levy Limit for the life of the
debt only. Each year that a payment must be made for that project, the Levy Limit is first calculated as usual
and then the extra amount from the debt exclusion is added. Unlike overrides, exclusions do not become part
of the base used to calculate future years' levy limits.

By passing a Capital Qutlay Expenditure Exclusion a community can assess additional taxes to pay fora
specific project or major equipment purchase. The additional amount to pay for the project is added to the
Levy Limit only for the year in which the project is undertaken. The amounts excluded for these one-time
expenditures do not become part of the base. Capital outlay exclusions can only be used for expenditures
which could be bonded.

THE OVERRIDE PROCESS

Increasing taxes to pay for additional services, projects, or purchases is a two-step process. A referendum is
necessary to increase the Levy Limit so that the Town can collect the additional taxes. Town Meeting must
vote to authorize the spending of any Town funds. A 4/5 vote of the Board of Selectmen is required to place
an override or exclusion question on the ballot. When scheduling an election, time must be allowed for legal
notice requirements, printing of ballots, voter registration and absentee voting. State law establishes specific
requirements regarding the wording of ballot questions.
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PROPERTY TAX LEVY LIMIT HISTORY

%INC
TOTAL

PROP 22 ACTUAL EXCESS ADDITIONAL

TAXLEVY TAXLEVY TAXLEVY TAXESDEBT TOTAL

FISCAL YEAR LIMIT WITHIN 2% CAPACITY EXCLUSION TAXLEVY TAXLEVY
FY2006 82,958,866 82,957,460 1,406 3,051,543 86,009,003 5.3%
FY2007 87,189,479 87,150,494 38,985 3,110,789 90,261,283 4.9%
FY2008 91,201,846 91,167,791 34,055 2,909,928 94,077,719 4.2%
FY2009 94,838,978 94,802,906 36,072 3,173,848 97,976,754 4.1%
FY2010 98,313,489 98,252,625 60,864 3,037,491 101,290,116 3.4%
FY2011 101,868,863 101,747,938 70,925 2,860,362 104,658,300 3.3%
FY2012 106,128,017 105,926,697 201,320 2,947458 108,874,155 4.0%
FY2013 110,260,241 109,544,429 715,812 2,349,085 111,893,514 2.8%
FY2014 114,580,069 114,227,432 352,637 3,278,583 117,506,432 5.0%
FY2015 119,797,140 117,795,354 2,001,786 4,438,406 122,233,760 4.0%
* FY2016 124,592,069 122,928,853 1,663,216 4,298,263 127,227,116 4.1%

* Projected based on budget and warrant article recommendations for the 2015 ATM.

CALCULATION OF FY2015 PROPERTY TAX LEVY LIMIT

FY2014 TAX LEVY LIMIT $114 580,485 Beginnning amourt for FY2015
2.5% of FY2014 Levy Limit 2,864,512
New Growth 2.352.143 Taxincreass based on est tax value of new construction as of G302014
FY2015 TAX LEVY LIMIT $119,797,140 FY2015 tax limit prior to funds raised for Prop 2 ¥2 exempt dabt
. Plus
NET FY2015 EXEMPT DEBT SERVICE 34,438 406 Additional taxes allowed for Proposition 2 12 exempt debt less stats aid
Equais
FY2015 TOTAL TAX LEVY LIMIT $124, 235,546 Estimated Maxirnum property taxes allowabls for Fiscal ‘Year 2015
Less
FY2015 TAX LEVY $122,233 760 Estimated Armount of property taxes for Fiscal Year 2015
Equals
FY2015 EXCESS TAX CAPACITY $2,001,786 Armount of additional taxas that could be raised within Proposition 2 ¥2 limit

CALCULATION OF FY2016 PROPERTY TAX LEVY LIMI

FY2015 TAX LEVY LIMIT $110,797,140 Beginnning amount for FY2018
2.5% of FY2015 Levy Limit 2,904 029
New Growth 3.800.000 Taxincrease based on est tax value of new construction as of &30/2015
FY2016 TAX LEVY LIMIT $124,592,069 FY2016 tax limit prior to funds raised for Prop 2 12 exempt debt
Plus
NET FY2016 EXEMPT DEBT SERVICE 34 208.263 Additional taxes allowed for Proposition 2 12 exempt debt less state aid
Equais
FY2016 TOTAL TAX LEVY LIMIT $128,800,332 Estimated Maximumn property taxes allowable for Fiscal Year 2016
Less
FY2016 TAX LEVY $427,227,116 Estirnated Amount of property taxes for Fiscal Year 2016
Equals
FY2016 EXCESS TAX CAPACITY $1,663,216 Amount of additional taxes that could be raised within Proposition 2 ¥2 limit

Proposition 2% — A state [aw enacted in 1980, Proposition 2% regulates focal property tax administration and limifs the
amount of revenue a city or town may raise from local property taxes each year to fund town and school budgets.
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Debt Service

The Debt Service appropriation provides funding for the principal and interest costs
associated with capital projects approved by prior Town Meetings. Borrowing allows payments
for major infrastructure improvements or large equipment purchases to be spread over multiple
years to make them more affordable and require that future taxpayers, who benefit from the use
of the asset, pay a share of the cost. State law defines the purposes for which a town can borrow
and sets a maximum maturity for each type of project.

A traditional municipal debt schedule has equal principal payments with the interest on
the balance declining each year. In addition to lower total interest cost, this type of debt schedule
recognizes that a town will continue to need to invest in capital improvements. As debt service
payments decline, new debt can be added.

Typically, the first principal and interest payment is one to two years after the project is
approved. None of the projects recommended for approval by this year’s Town Meeting will
impact the FY2016 budgets or tax rate. They will become fixed obligations for future years.

Total Debt Service of $15,443,134 for FY2016 is comprised of:

Exempt Debt $5,943,674
o Funded with property taxes outside Proposition 2 ¥2 Levy Limit
e New exempt debt increases property taxes
e New exempt debt does not impact operating budgets or funding available for other
purposes
Water and Sewer Debt  $4,217,345
e Funded with Water or Sewer revenues
e New water or sewer debt could affect water or sewer rates
e New water or sewer debt could impact water or sewer operating budgets or funding
available for other water or sewer projects
Non-Exempt Debt $5,062,115
e Funded with property taxes and other general fund revenues available within Andover’s
Proposition 2 ¥2 Levy Limit
New non-exempt debt does not increase property tax bills
New non-exempt debt reduces the amount available within Proposition 2 ¥ for future
operating budgets or other capital projects
e $325,438 from Cable Franchise Fees funds the debt service for the $2.5 million in bonds
issued for spending on technology.
Interest on BANS and other debt issue expenses $220,000

Andover’s Debt Analysis Tool is an interactive spreadsheet developed to help Town and
School officials estimate the annual appropriation needed to fund capital projects, show the
impact on future budgets and explain the costs to Andover taxpayers. Policymakers can plug in
debt schedules for capital projects and then experiment with changes in interest rates and the
number, projected cost and timing of projects. A current Debt Schedule can be found in the
Annual Report section at the end of this report. A Financial Impact box outlines the financing
plans for each bonded article on the warrant.
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TAX GROWTH FROM CONSTRUCTION

ACTIVITIES
RESIDENTIAL/  COMMERCIAL/  PERSONAL NEW GROWTH
FISCALYEAR OPENSPACE  INDUSTRIAL PROPERTY FINAL
2015 692,776 122,768 1,536,599 2,352,143
2014 593,070 107,515 863,155 1,563,740
2013 714,513 14,767 749,753 1,479,022
2012 470,623 71,686 1,170,123 1,712,432
2011 305,829 57,071 734,640 1,097,539
2010 271,613 109,918 722,005 1,103,536
2009 404,757 21,446 930,883 1,357,086
2008 772,937 328,929 730,764 1,832,630
2007 1,217,388 610,248 329,005 2,156,641
2006 1,575,860 259,077 200,589 2,035,526
2005 885,407 587,679 341,007 1,814,183
2004 735,038 59,129 363,718 1,157,885
2003 809,948 882,597 600,175 2,292,720
2002 1,089,553 1,396,472 254,451 2,740,476
2001 585,588 1,216,861 254,161 2,056,610
2000 796,122 868,534 147,683 1,812,339
1999 683,976 1,022,374 137,400 1,843,750
1998 572,272 765,295 168,429 1,505,996
1997 647,112 286,436 210,177 1,143,725
1996 746,467 103,211 90,038 939,716
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